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Abstract 
The article discusses the impact of key factors on the economic development of the company operating in the Czech Republic. 
The aim of the research is to analyze the magnitude of key parameters changes on the indicator of the economic development of 
the construction firm. On the basis of accounting data, average values as default values for the analysis were determined and 
change of these variables on the resulting pointer was studied. This indicator has been selected from different methods of 
financial analysis. Pyramidal decomposition of return on equity, also called Du Pont pyramid is taken into account. Changes in 
values acting on the economic development of the construction enterprise are recorded using of sensitivity analysis method. 
Conclusion of the article focuses on describing the resulting values which were determined based on sensitivity analysis with the 
impact on aggregate indicators of financial analysis. 
 
© 2015 The Authors. Published by Elsevier B.V. 
Peer-review under responsibility of SciKA - Association for Promotion and Dissemination of Scientific Knowledge. 
Keywords: Financial Analysis; Du Pont Pyramid of Return on Equity; Sensitivity Analysis. 
1. Introduction 
The main objective of each company is definitely profitability. There are two ways to ensure this objective: 
increasing volume of sales or shrinking the cost. Both options involve making an important decision and financial 
planning. In order to be able to increase the sales, company is forced to constantly retain the same level on the 
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market - the same position or continue to expand to other areas or expand its services. However, it is necessary to 
keep in mind, that these interventions entail some costs. In case of decreasing costs, the company management has 
to consider well what kind of cost can be reduced as this decision has a significant impact on the overall economy. 
Prior to enterprise makes any decisions to maintain a positive financial result, it is necessary to evaluate the 
economic development of the company, based on which possible measures are allowed to be proposed. For 
evaluation of the economic development of the company for a certain period of time, methods of financial analysis 
can be used, based on determining important indicators expressing financial factors, capital structure and the time 
series to capture the overall development. Then it is possible to show changes in the main key indicators based on 
changes in the input values of some items through sensitivity analysis. 
Thus, the paper is focused on displaying sensitivity changes of key parameters specified as the financial 
indicators to synthetic indicators, which are formed by several analytical indicators. Analysis of the impact of 
changes in input values to individual indicators, which makes top indicator of profitability, has been carried out. The 
impacts of changes in key parameters are determined using sensitivity analysis. 
2. Present state references 
The main purpose of financial analysis is to prepare documents for quality decisions about company operations. 
It is obvious that there is very close correlation between accounting and deciding of the company. Processing 
presents in terms of financial analysis to some extent the exact values of monetary data, which, however, relates to 
one point of time and these figures are more or less isolated. In order to use this data for assessing the financial 
health of the company, financial analysis should be used1. 
Construction industry plays an important role in enhancing the economic performance of a country as well as it 
plays a central role in national welfare by using various resources for creating economic and social facilities. 
Financial problems faced by contractors are also due to low profit margins of the projects. Through the open tender 
system, contractors have to consistently produce good work at the cheapest price. Previous studies have used 
financial ratio analysis to measure performance of the construction companies2. 
Financial analysis involves comparing the firm’s performance to that of other firms in the same industry field and 
evaluating trends in the firm’s financial position over time. One rich source of information for financial statement 
analysis is the audited financial statements. The financial statements are usually part of the annual report that lists 
company’s submission to regulatory agencies such as Securities and Exchange Commission and Stock Exchange 
Entities3. 
Financial statement analysis is an integral and important part of the broader field of business analysis while 
business analysis is the process of evaluating a company’s economic prospects and risks. This includes analyzing a 
company’s business environment, its strategies, and its financial position and performance4. 
Financial analysis interprets a company's past and present financial health and predicts its future condition 5. 
Financial ratio analysis is a process of determining and interpreting relationships between the items of financial 
statements to provide a meaningful understanding of the performance and financial position of an enterprise. Ratio 
analysis is an accounting tool to present accounting variables in a simple, concise, intelligible and understandable 
form. Ratio analysis is a study of relationships among various financial factors in a business4.  
Sensitivity analysis is a way to predict the outcome of a decision, if a situation turns out to be different compared 
to the key prediction6. 
There are numerous definitions in the literature for sensitivity analysis. Sensitivity analysis is studying the impact 
of input changes (nature and magnitude) have on outputs. The sensitivity analysis performed is related to 
determining how much investment must be made in order to bring an implementation of the scenarios back to the 
base line values7. 
3. Methodology and methods 
The task of financial analysis is to show the economic development of the company for a certain period. Usually, 
the considered period is represented by 5 years or more. As input values for financial analysis may be indicated 
financial statements - balance sheet, profit and losses, eventually cash flow can be used9. In the Czech Republic, 
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according to the Accounting Act no. 563/1991 Coll. for financial statements, two documents are considered: the 
balance sheet and profit and loss statement10. The balance sheet shows the balance between assets and sources of 
property coverage. Assets can be classified into two groups - fixed assets and current assets. Sheet profit and loss 
show evidence of revenues, expenses and financial results. All the evidence is monitored within individual activities, 
which are operational, financial and extraordinary. In the context of IFRS (International Financial Reporting 
Standards), they are recognized by other financial statements and cash flow statements11. 
The development of company management is expressed by using indicators representing financial stability and 
performance. For the preparation of financial analysis, it is possible to use several methods, each of which represents 
different outputs. These methods can be divided into the following groups10: 
 
x elementary methods - horizontal and vertical analysis - these methods indicate changes of individual items 
of financial statements in time and in structure. They can represent the absolute value in the percentage 
expression 
x method of financial ratios - this method is based on the ratio of two or more variables rooted in the 
financial statements and it is represented by four basic indicators - liquidity, leverage, activity and 
profitability 
x summary indicator –it is presented only through one value, but its value is based on a group of several 
ratios that are part of one of the top indicators. It means that when summary indicator is expressed as 
one value it is composed of several successive indicators. 
 
For the case study, for what is called the impact of change of key parameters on the economic development of the 
company, was chosen one indicator of summary indicators with a clear interdependence of ratio indicators. It 
represents a pyramidal decomposition of return on equity, also called Du Pont decomposition or Du Pont pyramid. 
This decomposition follows three factors: profitability, turnover and indebtedness. Concerning profitability, 
individual profitability, return on assets and return on sales are examined. Furthermore it is possible to follow 
difference of revenues and expenses in setting the profit. In the turnover, attention is focused on asset turnover as the 
total assets (property) contributes to the amount of sales. Debt is monitored by financial leverage, as higher debt 
ratios will return on equity increase. But it is important to remember that the optimal debt depends on the rate of 
profit and stability of payments from customers, thus ensuring liquidity and interest rate on the loan. Using the Du 
Pont pyramid, we get one value of the top indicators of return on equity, by using individual analytical indicators we 
can monitor their impact on the final value. Therefore, summary indicator is used in the case study. 
Using sensitivity analysis is followed by impact of the change of input variables, which are input values to the 
analytic parameters, which form the top indicator of return on equity. Therefore sensitivity analysis monitors 
changes in the output, affects them as they are caused due to changes in input variables. 
4. Case study 
In the case study, two areas of research are addressed. First the ultimate indicator of return on equity is 
determined by the influence of individual financial ratios. The method of summary indicators called Du Pont 
pyramid is used. Second part, which examines the impact of changes in some of the input variables entering the 
individual partial indicators which form the top indicator, follows. Using the sensitivity analysis, values inducing 
changes after monitoring critical indicators, which have greatest impact on changes in input variables, are 
determined.  
First step which is necessary to be carried out, is Du Pont decomposition of return on equity, which is composed 
of several financial ratios. 
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Fig. 1. Decomposition of Du Pont pyramid of Return on Equity. 
4.1  Determination of the average input values for ratio indicators 
In order to set the values of financial ratios that break down the top indicator of return on equity, average values 
for control of values in 5 years have to be calculated. 
The table below shows all the input quantities and their average values. Values are given in Czech crowns, 1 € = 
27.80 CZK. 
Table 1. Average values of input variables. 
Quantity/Year 2006 2007 2008 2009 2010 2011 Average value 
Sales 169,750 161,366 201,454 222,049 174,167 166,586 182,562 
Costs 151,979 148,222 185,169 213,724 169,584 160,208 171,481 
Net Profit 17,771 13,144 16,285 8,325 4,583 6,378 11,081 
Borrowings 30,399 24,371 34,710 36,237 60,601 46,933 38,875 
Own resources 47,693 34,831 35,421 42,362 44,935 48,267 42,252 
Total Assets 78,092 59,202 70,131 78,599 105,536 95,200 81,127 
Source: authors’ own valuation of project studies. 
The above input variables comprise various financial ratios. Their amount is recorded in the following table. 
Table 2. Values of financial ratios. 
A ratio Value 
Return on Equity [%] 26.23 
Return on Assets [%] 13.66 
Equity Multiplier 1.9201 
Return on Sales [%] 0.74 
Asset Turnover 2.2503 
Source: authors’ own valuation of project studies 
4.2 Determining the impact of changes in input values to on the top indicator by using sensitivity analysis 
In Table 2, values of individual ratios are determined. In order to determine the sensitivity analysis that reveals 
the effect of input variables on the top end indicator, it is necessary as soon as possible determine the selected input 
quantities for which margin changes are set. The input variables were selected based on quantitative risk analysis 
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(significance of the risks method). They are revenue and cost. The interval of change is considered to be -5% for 
sales and + 5% for expenses. In Tables below, values of financial ratios of considered changes in input variables, as 
mentioned above, and also differences in the values of ratio values arising from changes in input variables, are 
recorded. 
Table 3 Changing the input value – sales - 5%. 
A ratio Value Difference [%] 
Return on Equity [%] 4.62 -82.38% 
Return on Assets [%] 2.41 -82.38% 
Equity Multiplier 1.9201 0 
Return on Sales [%] 1.13 52.16% 
Asset Turnover 2.1378 -5.00% 
Source: authors’ own valuation of project studies. 
Table 4 Changing the input value – costs + 5%. 
A ratio Value Difference [%] 
Return on Equity [%] 11.75 -55.9% 
Return on Assets [%] 6.12 -55.9% 
Equity Multiplier 1.9201 0 
Return on Sales [%] 2.72 267.4% 
Asset Turnover 4.965 -55.9% 
Source: authors’ own valuation of project studies. 
5. Results 
In the case study, values of individual ratios that form an overall indicator of return on equity, were determined. 
Value of the return on equity is dependent on the amount of net income and net asset values. Enterprise researched 
has a ratio of equity and debt almost equal 50:50. However, the company could increase its profit, which is not 
exactly the optimum level (in the period with net profit, it ranged in construction between 7-10%), it would be 
appropriate to increase the share of foreign capital, which is considered to be a cheaper source of capital than its 
own. On the basis of this consideration, output values called financial leverage - equity multiplier, would be 
improved. It should be considered that when increasing the value of foreign capital amount of interest of borrowed 
resources, it should be higher than the profit. It still ensures liquidity of the company in terms of repayment of 
foreign capital. It would also be advisable to increase net profit, which affects the amount of any profitability. The 
increase in net profit can be ensured only in two ways – by increasing sales or reducing costs. These two options 
were discussed further in the case study, albeit with opposite change. The change in revenues and expenses was 
selected on the basis of quantitative risk analysis methods, where items identified as risk for further development of 
the company were identified based on expert estimates. 
Impacts of changes in revenues and costs for each value ratios are shown in Table 3 and 4. In those tables, critical 
development of the enterprise is considered by the consideration that revenues will decrease, or vice versa costs will 
increase. The influence of individual ratios that make up the resulting aggregate was examined. From the data 
recorded in the tables above, it is clear that the reduction in sales has a negative impact on the return on equity and 
assets by 82% of differential changes and to a lesser extent on asset turnover. It has an opposite effect on the 
profitability sales, which in turn grew by 52% of differential changes. The increase in costs occurred to change the 
values of return on equity and assets as well as asset turnover negatively by 55% of differential changes, but the 
impact on return on sales is quite the opposite and positive by 267% of differential changes. 
From the above it is clear that the change sales has on the top indicator of return on equity and the ratios formed 
negative impact than the change in costs, which is ultimately mainly in the profitability sales showed a very positive. 
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6. Conclusion 
The article discusses the effects of changes in each of the input variables on the top indicator of the profitability 
of capital. These changes are recorded using various financial ratios which form the top of the pointer. The impact 
of the changes is recorded by using sensitivity analysis. From the case study, it is clear that the top pointer changes 
in the value of sales and cost have always a negative impact. In the case of the cost increase, this negative impact is 
not so great. However, this change turns out to one of the financial ratios and profitability of sales, when there is an 
increase in this value by 267%. 
Financial analysis falls among one of the business areas methods, which you can use to establish economic 
development of the company during the reference period. On the basis of these changes, it is possible to determine 
strategic decisions leading to more efficient business achievement as well as achieve variety of business objectives. 
Creation of the financial analysis is possible with the support of various methods. Among the methods belong those 
with the most explanatory capabilities include ratios aimed at different areas of performance and financial stability 
of the company. If it is necessary to have available quick preview on the management of the process, it is 
appropriate to establish the financial analysis on the basis of summary indicators. The input quantities, which fill 
individual indicators, include financial statements. By using sensitivity analysis itself, it is possible to record the 
effect of changes in input values based on the financial statements, to the selected pointer. Case study, which is 
shown to influence changes in the input values to the top indicator using sensitivity analysis, among the initial data 
from this study. Therefore, in order to conclude that selected the top indicator really is a good representative of 
proving the impact of changes in key parameters on the economic development of the construction company. 
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